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Verizon Has No Ability To Dominate The Long Distance Market 

This is m response to the Commission staffs request for additional information about 
competition m the long distance market Attached are data on the number of long distance lines 
presubscribed to the Verizon section 272 affiliates in the Verizon East region, which includes the 
Verizon jurisdictions subject to sections 271 and 272 of the Act, as well as the number of access 
lmes served by mcumbent local exchange carriers (“ILECs”) and competitive local exchange 
carriers (“CLECs”) in these states These data, which show that limes served by traditional 
CLECs are growmg rapidly while Veruon’s local exchange lines and the total minutes of use on 
those lmes are declming, provide, however, only a partial picture ofthe relevant markets for long 
distance and local services. In addition to wireline facilities-based interexchange carriers, six 
nationwide wlreless carriers offer long distance and local service that is fully competitive with 
wreline service and wireless already is widely used for long &stance calls m particular; cable 
companies already offer circuit-switched long distance and local service to 15 percent of US. 
households and are now deploying voice over Internet protocol (“VoIP”) service to expand that 
number several-fold m the next twelve months, a new class of VoIP providers such as Vonage 
offer long distance and local service to any customer with a broadband connection, and e-mail 
and instant messaging already replace as much as one-third or more of all voice communications. 

Because customers increasingly view these platfonns as interchangeable, they each must 
be included in the relevant markets for long distance and local services The robust competition 
among all of these platforms, together with regulatory safeguards such as price cap regulation, 
and the BOCs’ status as new entrants into the long distance market, make it mconceivable that 
the BOCs could somehow gain market power in the provision of long distance services. 

The mcumbent interexchange carriers, which continue to dominate the most lucrative 
portion of the long dlstance market -the enterpriseilarge busmess segment -have tried to 
exaggerate the RBOCs’ shares of long distance services by concentrating just on the mass 
market However, even if the mass market for long distance services were viewed m isolation, it 
would be clear that the RBOCs have no ability to dominate the market. Table 1 provides an 
estmate of the percent of long distance customers presubscribed to Verizon’s wireline long 
dlstance service in the mass market (residential and small business) by state. For all states but 
one (Vermont), wireless subscribers have been mcluded in the analysis. The analysis 
nonetheless overstates Verizon’s share, because it does not mclude all CLEC small busmess 
lines, and it does not contam cable telephony, VoIP telephony, or other means of long distance 
communications, for whch data are not avadable.’ Even when only this lmited subset of 
competitive alternatives is considered, however, Veruon’s wireline share of presubscribed long 
distance customers does not exceed 21 percent m any state for which wlreless data are available.* 

For example, these data do not include CLEC business E91 1 hstings, which Verizon has 
excluded because the E91 1 listings for CLECs do not distmguish between large and small 
busmess. As is shown m Table 2, busmess lmes are the largest part of the CLEC customer base, 
and undoubtedly many of the CLEC busmess E91 1 listings belong m the mass market categoly 
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T h ~ s  is far below the 60 percent share of the long distance market that AT&T had when the 
Commlssion found AT&T to be n~ndominant.~ Although, as the Commission has observed, 
market share alone is not determinant of a carrier’s market power, the fact that Veiizon’s share 
even in the states where it has had section 271 authority for the longest periods is less than one- 
thrd of AT&T’s when it was found nondominant shows that Verizon cannot be considered 
dommant based on market share alone. 

The followmg contams a summary of competition in the provision of the long distance 
and local services to mass market customers - both residential and small busmess. It analyzes 
both traditional wireline competition, as well as competition from mtermodal wneless. cable, and 
VoIP providers. 

A. Wireline Telephony 

Table 2 provides the number of residential and small busmess lines Verizon serves on a 
retail basls m each Verizon East state, by quarter, for 2003. Thls table also estimates the number 
of residential and small business lines served by CLECs in each state, based on the number of 
resale lmes, UNE-P lines, and E9 1 1 htings assigned to the CLECS.~ These data show that, fiom 
the end of the first quarter of 2003 until the end of the fourth quarter of 2003, Verizon’s 
residential retail lines declined by 8.4 percent whde its business lines declined by 8.0 percent 
During that same period, CLEC residential and business lines increased by 27 1 percent and 17 3 
percent, respectively As of year-end 2003, CLECs were serving 19 7 percent of total residential 
wuelme lines m the Verizon East region. 

Table 3 provides Venzon’s total switched access mmutes of use, by quarter, for 2003. 
These data likewise show a steady declme in demand - switched access minutes declined 
approxmately 7.7 percent between the first and fourth quarters of 2003, and by approxmately 
12 percent compared to the levels for the same quarters in 2002. 

Table 4 provides the number of long distance lines that have been presubscribed to 
Veruon’s long distance service, by quarter, for 2003. As discussed below, however, customers 
are mcreasmglyrelying on carriers and platforms other than their wirelme local carrier to make 
long distance calls. In particular, as discussed more fully below, even customers that 
presubscribe to Verizon make some or all of their long distance calls usmg other providen, 
mcluding wueless carriers As a result of all these competitive factors, Vmon’s  wireline long 
distance affiliates have only a small part of the total long distance market. 

~ 

See Motion of AT&T Corp. to be Reclassified as a Non-Dominant Cam‘er, 1 1 FCC Rcd 
3271,768 (1995) 

These data do not include PRI ISDN, DSl. Centrex, or PBX lines Since there is no way 
of identifymg the CLEC E91 1 numbers that are assigned solely to small busmess. the E9 11 
business lines on this chart for the CLECs include all CLEC business lines, both small and large 
busmess 
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B. Wireless. 

Wireless carriers compete with wueline carriers both for local access lines and, even 
more extensively, for local and long dlstance calls. Customers will use whichever service 
provides the lowest rate for any given long dlstance call. For example, IDC observes that a “key 
element[] of wreless service packagmg” is “[Qree long distance calling, which has directly 
contributed to wireline traffic substitution and histoncally mcreasing average minutes of use 
(MOUs) among the wueless carriers ” 5  J D Power notes that “Wireless phones with long 
dstance packages [I continue to displace trahtional long distance calling, whch is an ongoing 
challenge for long distance providers.”6 As J P Morgan reports; 

One of the more stunning findmgs in the most recent [TNS Telecoms survey cited by the 
FCC] was that consumers have sigmficantly reduced their reliance on the traditional 
landlme network for long-distance voice In total. consumers have reduced the number 
of long-distance minutes of use per landlme by 40% over the past five years. We think 
the source of the deche  IS that consumers are mcreasingly using fixed priced wlreless 
plans to make ‘fiee’ long-distance voice calls. . We expect this trend to continue in the 
residential market. . . We beheve three primary threats will impact the long-distance 
voice market, volume pressure fiom wireless migration (MOUs); pricing pressure fiom 
new entrants (ILECs, CLECs, MSOs); and downward pressure on access lines kom 
wlreless substitution. 

The Yankee Group estimates that U.S. households currently make 43 percent of their 

7 

long-distance calls on wlreless phones.‘ 

The shft of long dlstance traffic from wuelme to wueless also is evident fiom the 
diametrically opposite trends in the number of minutes carried on wireline and wueless 
networks. As shown in Table 3, Veruon’s total wlreline switched access minutes of use have 
declined steadily through 2003. The FCC’s own data show that toll mmutes are hkewise 
declming rapidly for the mdustry as a whole - fiom a peak of 149 per month in 1997, down to 
only 90 m 2002 

S. Ellison, IDC, U.S. Wireless Displacement of Wireline Access Lines, Forecast and 
Analysis, 2003-2007 at 7 (Aug 2003) (“IDC wireless Displacement Analysis”). 

J D Power and Associates Press Release. J D. Power and Associates Reports: Customer 
Satisfaction Increases as St ir  Rate Competition and Bundling Causes Steep Drops in Long 
Distance Spending (July 1, 2003) (quoting Steve Irkeby,  senior director of telecommunication 
research, J D Power and Associates), at http.//www jdpa com/pdf/2003047.pdf 

J Bazmet. et al., JP Morgan, U S  Telecommunications The Art of War at 13 (Nov. 7. 
2003). 

Yankee Group News Release, US. ConsumerLong Distance Calling Is Increasingly 
Wireless, Says Yankee Group (Mar 23,2004), at http:l/www.yankeegroup codpubliclnews- 
releases/news_release-detail jsp?ID=PressReleases/news_0323200~~cts 2.htm 

Long Distance Telecommunications Industry at 35-36 & Table 20 (May 2003) 
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Industry Analysis & Technology Divlsion, Wirelme Competition Bureau, Statistics of the Y 
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The chart below shows just the opposite trend for wireless carriers, which have seen their 
total m u t e s  of use, as well as ther average minutes per subscriber, mcrease several fold smce 
2000 

Slmilarly, as shown m Table 5, the demand for wireless h e s  has grown substantially 
over the years, m contrast to the steady decline m wirelme access lines. 

While some interexchange carriers have argued in this proceeding that wireless services 
do not compete with wirelme services for voice long distance traffic, they have saidjust the 
opposite in ther financial reports AT&T admits that; ‘Consumer long distance voice usage is 
deching as a result of substitution to wireless services, internet access and e-mailiinstant 
messaging services, particularly in the ‘&a1 one’ long distance, card and operator services 
segments.”” Similarly, MCI explains that “Our competitors mclude.. .wireless telephone 
companies, such as Verizon Wreless. Cingula, Sprmt PCS, AT&T Wireless, Nextel and T- 
Mobile, which have increased ther network coverage, improved service quality, lowered pnces 
and gained market share &om providers of wireline voice communications . ,,I1 

In addition to the substantial growth in the use of wireless for long distance calls, a large 
and mcreasmg number of customers also are shdting entrely to wlreless for both local and long 
dlstance service. A survey of 600 American cell phone users found that “nearly one m five 
Americans (18%) say that they are likely to switch ther current landline phone number to a 

AT&T Coip.. Form 10-K (SEC filed Mar 15,2004) 

MCI Inc , Form 10-K (SEC filed Apr 29,2004). 
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Total Acccss L u m  

wireless plan, making their cell their prnnary cornurncations device.”’2 The chart below is 
based on the assessments of a respected independent analyst who estimates that over 19 million 
wueline access lines have already been displaced by wireless. and that this number will reach 
almost 34 million by 2007. 

15 7 1 19 1 23.2 I 27 0 30.5 33.9 

C. Cable Telephony and VoIP 

Cable companies and VoIP providers also offer competing services that are relevant here. 
Frst. cable companies offer circuit-switched telephonyto 15 percent ofAmerican homes, with 
heavy concentrations m Verizon’s service areas, and in those markets provide an alternative for 
local and long distance telephone services. Second, cable companies themselves are now rolhng 
out VoIP service provided over theu own cable facilities, already offer VoIP service to more 
than 5 million homes m Verrzon’s service texritoly alone, and have announced that they will 
offer VoIP on a much wider basis by the end of this year Third, a number of additional VoIP 
providers now offer service to any customer who has a broadband connection, including any 
customer with cable modem service or DSL We address each of these categories m turn 

1. Cable Circuit Switched Telephony 

Cable companies offering traditional crcuit-switched telephony provide additional 
competition for long distance and local services. Table 6 provides a description of the telephony 
services offered by cable compmes m the Verizon East region 

Insight Press Release, Americans Are Ready To Cut the Cord on Their Wireless Camers 
(Nov 19,2003), at h t t p . l ~ w  msightexpress.com/pressroom/release_lll903.asp. Wreless 
also has been dlsplacmg second lmes for some time. See ZDC wireless Displacement Analysis at 
12 (“IDC forecasts continued steady ‘normal’ secondary lme displacement by wueless, a trend 
that has been occurring since the m d  to late 1990s”) 

I ?  
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Cable operators offer circuit-switched telephony services to more than 15 percent of US. 
 household^.^^ These clrcuit-switched cable telephony services include major concentrations m 
Verlzon’s local service areas 

For example, Comcast has 1 3 mllion clrcuit-switched subscribers nationwide 
and is offermg circuit-switched telephony services to approxnnately 3 million 
homes that we can identify i?ompubhcly avadable materials in the Verizon east 
service areas, mcludmg throughout eastern Massachusetts, in Pittsburgh, and in 
Richmond and Alexandria m V~rginia.’~ 

Cox offers circuit-switched voice service to more than half of the 10 million 
homes it passes, covering 13 of its major markets. In Verizon’s service areas, 
Cox offers its circuit switched voice service to at least 700,000 households, 
includmg the entire state of Rhode Island and the Tidewater area of Vlrginia, and 
it recently rolled out service in its northern Virgmia service area.” Cox claims 
that its Digital Telephone service has achieved profitability, and that its 
penetration rate averages 19 percent and is as high as 55 percent in some 
markets l6 

Starpower, which services the D C metropolitan area including parts of Maryland 
and Northern Vngmia, provides cable telephony sewice to 28,000 subscribers 
RCN, which in Veruon’s region provides cable telephony service in Boston 
(mcludmg 18 surrounding communities), Philadelphia, and Lehigh Valley, PA, 
has nearly 250,000 cable tel hony subscribers, including those served m markets 
outside of Verlzon’s region &p 

See, e g., J. Halpern, et al., Bemstem Research Weekly Notes, US Telecom and Cable. 
Faster Rollout of Cable Telephony Means More Risk for  RBOCs, Faster Growth for  Cable, at 
Exh 1 (Jan. 9,2004) (estunating 15 percent 0fU.S. households as ofyear-end 2003) (“‘Bemstein 
Cable Telephony Report”) 

13 

Bemstern Cable Telephony Report, at 5 ;  Table 7 infra 
Table 7 ,  Cox News Release, Cox Communications Brings Digital Telephone Service to 

14 

’’ 
Northern Virginia; Northern Virginia Marks Cox’s 13‘’ Telephone Market (Apr. 30, 2004) at 
http~I/www.coxenterpnses.comkorpIviewPressRelease asp’kticleid=524 (“Cox Digital Service 
News Release“); March 2004 Broadband Update at 13 & Table 5 (attachment to Letter from Dee 
May, Verizonto Marlene Dortch, FCC, CC Docket Nos 01-337,Ol-338 and WC Docket Nos 
02-33 and 02-52 (filed March 26,2004)) 

Communications. COX Communications; Distribution at its Best, Presentation at Bear Sterns 
1 7‘h Annual Media, Entertainment & Information Conference, at 13 (Mar. 10,2003) a f  
http.!/media corporate-lr netimedia-files/lroli76/7634 lipresentations/BearSteam~O3 1004.pdf. 
See also K. Duffy-Deno and R. Sewell, Emst & Young I PriMetrica, Mobile Wireless as a 
Substitute for  Pnmaly Fixed Line Service. What is the Potential Impact?, at 2 (May 22,2003) 

Jim Robbms, President & CEO and Chris Bowick, SBP Engmeerkg & CTO, Cox 16 

RCN COT., Form 10-K (SEC filed Mar 30,2004). 17 
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A recent customer survey by Sanford Bemstem found that “26 percent of households . . 
report apreference for theu cable operator over theu RBOC for voice telephony even at no 
discount to thelr current rate 5 1% of respondents report a preference for cable telephony over 
an equivalent RBOC offenng if a 30% discount is offered by the cable operator . . [Clable’s 
h g h  ‘share of preference’ mirrors actual results in Cox’s most mature circuit-switched markets - 
where share IS now approaching 35% of homes passed - and m Tme Warner’s Portland, ME 
market, where TWC has taken almost 10% market share in only six months.”” The cable 
companies’ experience with circuit-switched telephony shows that they are a growing source of 
lme loss to wireline camers. 

2. Cable VoIP. 

The current wave of telephony competrtion from the cable companies is primarily in the 
form of VoIP services. whch the cable operators are quickly rolling out throughout their service 
tenitones 

In the first quarter of 2004, each of the six major cable operators -whose networks reach 
85 percent of U.S. households - has either begun commercial d loyment of VoLP telephony 

operators also has concentrations of customers in the Verizon east local service areas. 
service, or has announced aggressive plans to do so Immmently. % Each of these major cable 

For example, Cablevlsion already offers voice telephone service usmg VoIP to 
100 percent of its 4 million cable homes passed in metropolitan New York and 
New Jersey.2o 

See C Moffett, et a1 , Bemstem Research Call, Cable and Telecom: Bernstein Study I8 

Finds Consumers Ready and Willing to Switch to Cable Telephony, at 1 (Dec. 9,2003) 
(“Bemstein Cable and Telecom”) 

indicated over the past month that it WIU offer cable telephony service to every, or nearly every, 
household in its footpnnt by 2005, with Tune Warner Cable and Cablevision targeting year-end 
2004“); G Campbell, et a1 , Memll Lynch, 3Q03 Broadband Update. The Latest on Broadband 
Data and VoIP Services In the U S  and Canada, at 9 (Nov 3,2003) (“In the third quarter. all of 
the major cable operators contmued to push ahead with ther VoIP plans and deployments”) 
(“Merrill Lynch 3Q03 Broadband Update”), G. Campbell, et al., Merrill Lynch, Everything over 
IP VoIP and Beyond, at 17 (Mar 12,2004) (Charter will deploy VoIP to 1 million homes by 
year-end 2004) (“‘Mernll Lynch Evelything Over IP’)). 

See Table 5 ,  Bemstein Cable Telephony Report at 3 (“Nearly every major cable MSO has 19 

March 2004 Broadband Update at 13 & Table 5 LO 
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Time Warner has already deployed VoIP in seven of its markets, and 1s “on track 
to deploy service to “essentially all” of its cable systems - which pass a total of 18 
million homes -“by the end of 2004.”’’ Time Warner’s initial deployment of 
VoIP service took place in the Verizon east service area in Portland, Mame, and It 
currently offers VoIP to approximately 145,000 homes there?’ Although Time 
Warner has not announced publicly the precise order m which it will roll out VoIP 
service over the rest of its systems, its systems pass another nearly 4 million 
homes in the Verlzon east service areas including nearly 3.5 million homes in 
New York, 238,000 homes in Pennsylvania, 77,000 homes in New Jersey, 34.000 
homes each in Massachusetts and West Virgmia and 22,000 homes in New 
Hampshire. 

Comcast has told analysts it wdl have half of its 39 million homes passed “VoIP 
ready” by year-end 2004 and 95-percent VoIP ready by year-end 2005 23 Comcast 
also has not announced publicly the order in which it will roll out VoIP service 
over its systems, but it too has major concentrations in the Verizon east service 
areas For example, Comcast passes 2.5 nullion homes in Pennsylvania 
(including 739,000 m Pittsburgh where it already offers circult-switched service), 
1.8 million homes in Maryland, 1.6 million homes in New Jersey, 2 2 million 
homes in Massachusetts (including 1.6 nullion m the Boston MSA where it 
already offers circuit-switched service), 289,000 homes in the District of 
Columbia, 206,000 homes m Delaware, 55 1,000 homes in Vrginia (where it 
already offers circuit-switched service), and 73,000 homes m West Virgmia. 

Cox has begun rollmg out V o P  service m Roanoke, Vrginia and reports 
penetration rates slmilar to its previous circuit-switched  service^.'^ Cox’s 
network passes approximately 77,000 homes in the Roanoke MSA.2’ 

” 

2004) at http:/lwww tmewarner comlmvestors/quarterrly~e~gs/2004~1 q/pdUrelease.pdf 
Time Warner News Release, Time Warner Reports First Quarter 2004 Results (Apr 28, 

John R Alchin, Executive Vice President and Co-CFO, Comcast, Presentation to Bear Steams 21 

17* Annual Media, Entertainment and Information Conference at 16 (Mar. 9,2004), at 
http //media corporate-ir.net/meda-~es/ro1/11/11859 1 /presentations/cmcsa~030904/ 
sldOOl .htm 

Table 7 

John R Alchin, Executive Vice President and Co-CFO, Comcast, Presentation to Bear 2 2  

Steams 17th Annual Media, Entertainment and Information Conference at 16 (Mar. 9,2004), at 
http //media corporate-ir net/media~files/irolI1/11859 l/presentations/ 
cmcsa-O30904/sld00 1 htm 

Cox DigitaL Service News Rekase; March 2004 Broadband Update at 13 &Table 5. 

Media Business Corp., Top IOMSOs by County (Mar 2004) 

24 

” 
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Charter plans to offer VoIP services to at least one million of the 12 mllion 
homes it passes 111 2004 26 Charter plans to begm providing VoIP service in 
Massachusetts, where its network passes 284,000 homes, 111 the fourth quarter of 
2004 27 

Analysts now predict that all major cable operators will offer cable telephony “to nearly 
100% of cable homes passed over the next two to three years ’’28 The smaller cable operators are 
expected to offer cable telephony to about two-thirds of their subscribers within that same time 
frame 29 Sanford Bernstein estimates that, within two years, “roughly 82% of total US 
households” will therefore be able to obtain IP telephony servlces &om their cable operator.” 

VoIP can be offered over a cable system at very low cost, particularly compared to 
crcuit-switched telephony Banc of America Securities states that “we have indicated that we 
believe the marginal operating cost for VoIP could be less than $10 per month in scale. . . 
Cablevision has mdicated that incremental capital costs are only about $125, and . . payback is 
only 10 months ’J’ 

The majority of IP cable telephony subscribers are purchasing service as a primary line 
replacement. For example, some 86 percent of Time Warner’s Digital Phone subscribers 
reportedly bring their old phone number with them when they sign up 32 Cablevision markets its 

MernllLynch Everything OverIP, at 17,52 

Charter Communications, IQ04 Results at 11 (May 10,2004) (presentation of Charter 

26 

27 

president & CEO Carl Vogel) at http.i/media.corporate- 
u net/media~files/nsdchtripresentations/chtr~O5 1004 pdf) 

Data Update f o r  3Q03 at 12 (Dec. 1,2003) (“By the end of 2005i2006” the four major “cable 
operators will have rolled out a cable telephony service across substantially all of their respective 
footprints, representing total homes of approximately 70 million”). 

Bemstern Cable Telephony Report at 3 ;  see also J Hodulik, et al., UBS, High-speed 28 

Bemstein Cable Telephony Report at 4-5. 
“ Bernstein Cable Telephony Report at 4. See also Kagan, Cable VoIP Outlook. Ql’O4 
Sector Update at 17 (Jan. 2004) (estmatmg that cable VoIP wdl be marketed to 55 percent of 
U S households by the end of 2005, but that cable VoIP wl l  actually pass 65 percent of U S. 
households at that tune). 
” 

VoIP, at 5 (Apr 15,2004). Other cable companies have provided slightly higher but still low 
cost estmates 

Media Week Conference (Dec 11,2003); see also Bernstein Cable and Telecom, at 4 (“80 to 
90% of Time Warner’s Portland customers optmg to keep ther existlng phone number”). 

L9 

D. Barden and D Shapiro. Banc of America Securities Equity Research, Straight Talk on 

Glenn Britt, Cbaman and CEO, Tune Warner Cable, presentation before the U B S  32  

9 
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sewice only as a second-line replacement, but at least 37 percent of Cablevision’s subscribers 
have disconnected all other landllne service 33 

Analysts project that cable o erators will capture as much as 7 percent of current 
residential lines by the end of 2005, and more than 15 percent of prmary residential lines 
within 4 years 35 Morgan Stanley “believe[s] the shill towards V o P  will continue to eat away at 
Bell MOUs ’r36 Accordmg to UBS, cable IP telephony is “the largest risk to Bell fundamentals 
over the next 5 years.”“ 

P, 

3. Independent VOW providers. 

VoIP vastly expands the number of competitors that can offer telephony service in 
competition with tradttional wlrelme carriers, because a VoIP does not need its own facilities. 
but can offer service over any type of broadband facility. This means that customers can obtam 
V o P  telephony service regardless ofwhether it 1s offered by the customer’s cable company- and 
can choose from numerous VoIP providers rather than bemg limited to a single offering from the 
cable company This allows customers to bypass the mcumbent local exchange carrier’s 
telephone services wherever cable modem service is deployed Between 85 and 90 percent of 
US.  households are now able to obtain a broadband connection from aprovider other than thek 
mcumbent local telephone company ’* Table 7 shows that cable companies in the Verizon East 

” 

marketing its service as a second line for regulatoty reasons See Bernstein Cable and Telecom, 
at 4 
3 4  F Governah, et a1 , Goldman Sachs, Telecom Services. Qualifving the VoIP Threat, an 
Eye-opening Exercise at 1 (Dec. 23,2003) (“Goldman Sachs VoIP Report”) 

J. Halpern, et al.,  Bemstein Research Call, US Telecom & Cable: Faster Roll-Out of 
Cable Telephony Means More Risk to RBOCs, Faster Growth f o r  Cable at 1 (Dec. 11,2003) 
(“[we are raising our estimate of cable telephony subscribers from 10.4M by 2008 (off a 2003 
base of 2.3 M) to 17 4 M Our new outlook suggests that the cable MSOs will control 15 5% of 
the consumer pnmary access lines in the US by 2008, up from our previous estimate of 9.3%), 
Goldman Sachs VoIP Report at 1 (“We’ve been expectmg the Bells to lose 20% to 30% 
consumer market voice share, as a result of the aggressive mtroduction of voice services by the 
cable industry over the next 5 to 7 years.”). See also A Bourkoff, et al., U B S ,  High-speed Data 
Updatefor 4Q03, at Table 5 (Mar 11,2004) (“most mcremental telephony subscribers are 
expected to be VoIP’) 

Telecom Reliefat 30 (Mar. 18, 2004) 

(Aug. 7. 2003). 

Pagecontent cfm‘)pageID=37; see also J Halpern, et a1 , Bernstein Research Call, Broadband 
Update. DSL Share Reaches 40% ofNet Adds in 4 Q .  . Overall Growth Remains Robust, at 7. 

Memll Lynch 3Q03 Broadband Update, at 15 (Nov. 3,2003). Cablevision is currently 

35 

S Flannery, et al., Morgan Stanley, Trend Tracker: Spring Break! Some Temporaly 

J .  Hodulik, UBS Investment Research, Cable Telephony Competition. Who Gets It? at 1 

See NCTA, Broadband Services, ut http./!www ncta codDocs/ 

36 

37 

38 
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states offer cable modem service to between 90 and 100 percent of the customers in thelr service 
areas Table 8 provides data on the growth n cable modem subscribers. Although these data, 
whch are drawn !?om the Commission’s public reports, do not include confidential data for 
some states, they show that there were more than 4 million cable modem subscribers in nine 
Verlzon states ~ 1 2 0 0 3  - a 50 percent mcrease in the last year alone. 

VoIP permits carriers to enter the local exchange market at low cost over wide areas. 
“Costs for Vonage’s service appear to be remarkably low -both the up-front development costs 
and mcremental per-subscriber costs Vonage recently announced that it is reducing the price 
for its unlunited local and long distance calling plan for both new and existing residential 
customers from $35 to $30 40 Vonage also announced that it had 155,000 customem and that it is 
a d h g  20,000 customers per month. AT&T has already begun providmg its “CallVantage” 
VoIP service -which it 1s marketing as a primary lme service -“in 35 metropolitan markets” 
and plans to expand “to 100 major markets by year’s end r’41 Table 9 shows that there are 
numerous VoIP providers throughout the Vernon region that offer unlimited local and long 
dstance services at low fixed prices 

D. Demand is Price-Elastic Across Service Platforms. 

Bundled packages for wireline service, cable telephony (mcluding VoIP), and wireless 
are all closely comparable 42 Verizon demonstrates m Table 10, which presents examples of 
bundled service offerings for 20 metropolitan areas, that there are multiple competitors usmg 
different platforms in each jurisdiction with bundled offerings in the same price range. This 
strongly suggests that supphers believe that demand is price-elastic across all of these service 
platforms 

For example, the attached declaration of Margaret Gardner attests that when Verizon 
began to develop its “Veriations” bundle of local and long distance calling, it tailored the plan 

Exhlbits 1 & 6 (Mar. 10,2004) (cable broadband available to 92.3 percent oftotal cable homes 
passed). 

Merrill Lynch Eveything Over IP, at 60 

See Internet Phone Service Vonage Hits 155,000 Customers, at 

39 

40 

http //biz.yahoo.comlrc/0405 17/telecom-vonage-l .html; Communications Daily, May 18, 
2004 
4 1  

States (May 17, 2004) at http,/!www att.cominews/ite~0,1847,13064,00.htm1; AT&T News 
Release, AT&T’s Callvantage Service Expands to Boston Area (Apr. 26,2004) at 
http //www.att.comlnews/iteml0,1847,1303 7,OO html. 
42 Although AT&T has claimed m this proceeding that it cannot compete against the BOCs’ 
bundled service offerngs, its CEO just stated that localllong &stance bundles “have proven to be 
a terrific growth business for AT&T ‘‘ See AT&T News Release, AT&T Chairman Outlines 
Aggressive Competitive Strategy at CSFB Conference (Dec 11, 2003) at 
http:ilwww.att com/news/rtedOm 1847m12629,OO html. 

AT&T News Release, AT&T’s Callvantage Service Expands to Serve the Western United 
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along the h e s  of wireless bundles because it had market research showing that many customers 
were shifimg theu demand to wireless carriers to take advantage of ‘‘llee” calls on wueless night 
and weekend plans. This is further evidence that the relevant market for long distance services 
lncludes such services offered over all platforms 
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Table 2 
Washington, 

DC 
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Connecticut 
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Delaware 
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Massachusetts 
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Maryland 
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Maine 
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New 

Hampshire 
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New York 
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New 

Jersey 
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Pennsylvania 
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Rhode 
Island 
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Virginia 
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Vermont 
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West Virginia 
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